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AN INSTRUCTIVE DIALOGUE ON 
THIS MOST IMPORTANT SUBJECT 
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OHN SMITH, in Montreal, whose money is 
Canadian, buys $1,000 of machinery from 
the Thomas Brown Company, of New 
York; can he pay for it in Canadian paper 


money? 
No; the Thomas Brown Company, of New York, 
will not accept Canadian paper money. 


q@ Why not? Is there anything wrong with it? 

Not at all. It is a promise to pay exactly the 
same amount of gold to the dollar as the American 
paper money promises to pay. But it is not a promise 
to pay that gold in New York. The Thomas Brown 
Company could not take Canadian paper money to 
any bank or government agency in New York, or any- 
where in the United States, and demand gold for it, 
nor could they insist on anybody in New York accept- 
ing it in payment for debts at its full value; which is 
another way of saying that it is not “legal tender” 
outside of Canada. 


q@ Why is not a promise-to-pay-gold-in-Montreal as 
good to the Thomas Brown Company as a promise-to- 
pay-gold-in-New York? 
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Because the Thomas Brown Company, having 
manufactured the machinery in New York, requires 
gold, or the equivalent of gold, in New York to pay its 
wages, its raw material bills, its bank loans, its divi- 
dends, etc. The Thomas Brown Company may not 
have any use for gold in Montreal. 


@ But cannot the Thomas Brown Company bring 
the gold from Montreal to New York? 

It can, so long as the Dominion of Canada 1s per- 
mitting the free export of gold (which it 1s not doing 
at present, with results that we will discuss later). 
But it will cost about half-a-cent on the dollar for in- 
surance, freight, and loss of interest while in transit. 
The Montreal dollar in these circumstances is there- 
fore worth only 99% cents to the Thomas Brown 
Company’s New York office. And to get $1,000 in 
gold delivered in New York, John Smith will have to 
purchase $1,000 of gold in Montreal and pay an extra 


$50 for shipping charges. 


@ What then does John Smith do? 
He buys a Bill of Exchange on New York. 


@. What is a Bill of Exchange on New York? 

It is a document by which Henry Jones, a respon- 
sible dealer in Exchange, binds himself to pay $1,000 
in legal tender in New York to the order of the 
Thomas Brown Company, or some intermediary, in 
consideration of receiving a certain sum in Canadian 
money in Montreal. 


@ Why is Henry Jones willing to sell this Bull of 
Exchange? 
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Because he has sold, or expects to sell, a similar 
Bill of Exchange in Montreal to some New York firm 
which has bought $1,000 worth of Canadian goods 
and has to pay for them in Montreal. He will thus 
receive from the second New York firm the $1,000 
which he has to pay to the Thomas Brown Company, 
and will pay to the second Montreal firm the $1,000 
which he received from John Smith. No gold or ac- 
tual money will have been moved in either direction, 
and the whole cost to both remitters will have been 
merely the commission which Henry Jones has to 
charge in order to make a living in the Exchange 
business. 


@ But suppose that Henry Jones’ clients in Montreal 
are remitting much larger sums to New York than his 
clients in New York are remitting to Montreal; what 
thent 

He will dispose of the surplus to some other 
dealer whose clients are remitting more from New 
York to Montreal than in the other direction. 


@. But suppose further, that the whole body of Mont- 
real remitters are sending much more money to New 
York than the New Yorkers are sending to Montreal; 
there will then be a surplus of Bills of Exchange 
arriving at one point or the other and a shortage of 
funds with which to redeem them; what then? 

If the surplus is merely temporary, the dealers in 
Exchange will borrow funds with which to pay off the 
surplus Bills of Exchange until the movement turns 
in the other direction, charging the cost of this ac- 
commodation to the remitters who are making it 
necessary. If the surplus is very large or continues for 
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a long time, the cost to these remitters will rise to a 
point where it is cheaper for them to ship gold; and 
gold will then begin to be shipped in lieu of Bills of 
Exchange until the surplus of Bills of Exchange in one 
direction is reduced or abolished. This is a state of 
affairs which used to arise in Canada two or three 
times a year in the days before the War when gold 
shipments were unrestricted; especially at the time 
when the Canadian crop was being sold to British and 
foreign buyers (who paid for it by way of New York 
as being the chief Exchange market on this continent) 
there would be such a large surplus of remittances 
moving towards Canada that gold had to be shipped 
to Montreal in great quantities to preserve the bal- 
ance; while later in the season, when Canadian in- 
dustries began paying for American raw materials 
and Canadians generally began spending this new 
crop money for American products, the movement 
would then turn in the other direction and the gold 
would go back. 


@ But when it is not permitted to ship gold, as at 
present, what happens? 

We have now reached the point which differen- 
tiates the present situation in Exchange from any that 
have preceded it within the memory of the business 
men of this generation. It is this new factor, of the 
refusal of governments to permit the free shipment of 
gold out of their territories to the places where it is 
needed for the settlement of trade balances, that dif- 
ferentiates the present era in Exchange from the era 
that ended with the declaration of war. And because 
there was in that former era a definite limit to the dis- 
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count that could be charged on the money of any sol- 
vent country in International Exchange (namely the 
cost of shipping gold), whereas to-day there is no such 
limit, the subject of Exchange, which was formerly of 
interest only to professional dealers, bankers, and 
large exporters and importers, is now of interest to 
everybody and affects everybody’s cost of living and 
many people’s profits or other income. 


@ Is there now no limit to the discount that may be 
charged in International Exchange on the money of a 
solvent country? 

There is no definite limit such as that indicated 
by the cost of shipping gold. As the discount in- 
creases, and the value of the money unit goes down in 
International Exchange, other factors progressively 
come into play which tend to work against further de- 
preciation. But there is no definite point at which 
depreciation becomes impossible. The pound sterling 
can apparently sink from a normal of $4.866 to $3.50; 
but if it arrived at $3.50 it would then seem possible 
for it to go to $3.00. The Italian lira, normally worth 
$19.31 per hundred in New York, has fallen to less 
than $8, yet Italy is not to be regarded as insolvent 
so far as that term can be applied to nations. The 
Canadian dollar has been worth as little as 89 cents 
in New York, but it might conceivably fall to 80 cents 
or lower. The strength of the factors working against 
depreciation is the sole safeguard. 


@ What are these factors working against deprecia- 
tion? | 

The chief factor is the expectation that the coun- 
try whose Exchange is depreciated will at some future 
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date resume the payment of its trade balances in gold, 
or will export commodities on so large a scale as to 
render gold shipments unnecessary. In the case of the 
Central Powers this expectation is so remote as to 
have practically no effect for the sustaining of their 
Exchange. The Austrian kroner, for example, nor- 
mally worth 20.3 cents in New York, is to-day worth 
about 114 cents, because nobody expects to see 
Austria paying gold for her kroners owned in foreign 
countries or shipping goods to such an extent as to 
wipe out her obligations to outsiders. The Canadian 
dollar, on the other hand, although no more con- 
vertible into gold to-day than the Austrian kroner, is 
worth go cents or more in New York, because every- 
body expects to see Canada resuming the payment of 
gold within a few years, or even possibly a few 
months; consequently nobody is willing to sell a 
Canadian dollar for less than the price which is justi- 
fied by this expectation. 


@ But the individual Canadian who has bought 
American goods is obliged to sell Canadian dollars and 
purchase American dollars in order to pay for them, 
no matter what the market rate may be, 1s he not? 
True; the individual who has already made his 
purchase of American goods is obliged to secure 
American funds with which to pay for them; but the 
price which he has to pay for them will have a direct 
effect on the subsequent purchases of American goods 
by himself and other importers. For every rise of a 
cent in the premium on American funds adds 1 per 
cent to the price of all American goods to the Canadian 
purchaser. And similarly, this same Exchange rate 
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has a direct and immediate effect on the purchases of 
Canadian goods (and Canadian securities) by Ameri- 
cans, for the same rise in the premium on American 
funds makes a drop of about I per cent in the price of 
Canadian goods to the American purchaser. Thus, 
the further the Exchange rate moves from normal, in 
favor of the United States, the greater is the induce- 
ment to American purchasers to buy Canadian goods 
and the greater the deterrent against Canadian pur- 
chasers buying American goods. 


q@ But are there not large quantities of Canadian 
products which must be sold in the United States, and 
large Canadian requirements, as for instance, raw 
materials, coal, Southern fruits, etc., which must be 
satisfied from the United States, no matter what the 
rate of Exchange? 

Yes, there is a great body of trade in commodi- 
ties between the two countries which cannot be 
greatly modified at short notice even by a strongly 
adverse Exchange rate. But there is another body of 
trade, the trade in securities, which is far more sensi- 
tive. So long as Americans retain the confidence, 
already referred to, that Canada will at no distant 
date resume the settlement of her trade balances in 
gold, Americans must be strongly attracted by the 
possibility of purchasing Canadian bonds and stocks 
at 5, 8 and even Io points below their value in Can- 
adian money. And similarly Canadians are under a 
strong inducement to sell back to the Americans any 
American securities which they may possess. 


q@ Why is it that Canada, with a large surplus of ex- 
ports over imports, has not a surplus of remittances 
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coming in, and thus creating a favorable Exchange 
rate, rather than a surplus of remittances going out 
and creating an adverse rate? 

Because Canada’s exports are largely to coun- 
tries other than the United States. These countries 
are largely unable to make remittances for what they 
buy from us, and Canada is extending credit to them 
and asking for no immediate settlements either in gold 
or in commodities. (Six months to September, 1919, 
total exports to countries other than the United 
States, 375 millions; total imports from same coun- 
tries, 94 millions; surplus of exports, 281 millions). 
Canada’s imports are mainly from the United States 
and the balance must be paid for in cash remittances. 
(Total imports from United States, 358 millions; total 
exports to United States, 204 millions; surplus of 
imports, 154 millions). If Canada were receiving gold 
for her non-United States exports, she could pay gold 
for her United States imports, and for her other large 
obligations for interest and dividends to the United 
States. But an export trade that brings in no ready 
money has no effect on the Exchange rate. 


@. Is the Exchange rate against Canada in other 
countries besides the United States? 


In Great Britain and nearly all the European 
countries it is strongly in favor of Canada. But we 
hear little of this condition because Canadians do not 
purchase largely from those countries, with the ex- 
ception of Great Britain, and the amount of the 
Exchange transactions between them and Canada is 
therefore not great. 
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@. When you say that the Exchange rate is in favor of 
Canada in these countries, does that imply that it is 
favorable to the increase of Canada’s export trade to 
those countries? 


No, rather the opposite. For when it takes, for 
instance, ten Italian lire to buy a Canadian dollar in- 
stead of five (roughly speaking), it will cost the 
Italians twice as much to buy Canadian goods as if 
the Exchange were normal. If, therefore, Canadians 
desire to sell largely to Italy, they must grant Italy 
credits which will relieve her from the necessity of 
making cash payments until her Exchange has righted 
itself. By this means, while charging the Italians a 
lower price in lire, Canadians may yet obtain a much 
higher price in dollars than they could by pressing for 
cash settlements immediately. 


-@ What is the outlook for the future as concerns the 
Exchange rate between Canada and the other chief 
countries of the world? ! 


It depends largely on what happens to the British 
Exchange rate in New York. Canadian currency 1s 
certain to have at any time a New York price some- 
where between par and the current price at that time 
of the money of Great Britain. That is to say, when 
the British sovereign is at 70 p.c. of its normal (gold) 
value in New York the Canadian dollar will be less 
than 100 cents and more than 70 cents. This is be- 
cause of Canada’s intermediate position, on current 
trade, as a debtor to the States, but a less extensive 
one than Great Britain, and a creditor of Great 
Britain, but a less extensive one than the United 
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States. The point within this range at which the 
Canadian dollar will settle will depend on the trade 
position of Canada towards the two countries. If we 
continue to buy largely (for cash) in the States and 
sell largely (for credit) to Europe, our exchange in 
New York will go down near the British figure, the 
discount on our dollar will approximate to that on the 
British pound sterling. If we buy less from (or sell 
more to) the United States, or succeed in getting cash 
for our sales to England and Europe, we shall approxi- 
mate more and more to the level of American cur- 
rency; that is, our dollar will come nearer to par with 
the American dollar. If we could transfer to Great 
Britain the excess purchasing we now do in the 
United States (154 millions in six months) not only 
would our dollar be at par with the American dollar, 
but the discount on the British pound sterling in both 
Canada and the United States would be appreciably 
less. 


Type can express. But to make it 
express adequately what you want 
it to express there must be some- 
thing more than the mere printing 
of type. Back of the printing there 
must be taste and specialized skill. 
In this respect The Ronalds Press 
and Advertising Agency Limited 
affords you a service unique in 
Canada. It will give you better 
and more compelling printing — 
finer and cleaner engravings and 
color work. And more—it will 
design and write bold and telling 
advertising literature for you. 


